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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RI CHVOND, OCTOBER 20, 1999

APPL| CATI ON OF

VI RG NI A ELECTRI C AND
PONER COMPANY CASE NO. PUE980808

Ear ni ngs Test for
Cal endar Year 1997

ORDER

On Novenber 5, 1998, Virginia Electric and Power Conpany
(“Virginia Power” or “the Conpany”) filed its earnings test! as
required by the Conm ssion’s August 7, 1998, Final Order in Case
No. PUE960296.2 Virginia Power’s filing was supported by
financial and operating data for the twel ve nonths ended
Decenber 31, 1997. |Its filing reflected a return on equity,
after adjustnents, of 10.49%

The Comm ssion Staff filed its report on Virginia Power’s
earnings test on June 25, 1999. The Staff determ ned that
Virginia Power’s 1997 earnings, after regulatory accounting

adj ustnments, generated a 10.96% return on average equity for the

1 An earnings test is used to measure a regulated utility’s ability to recover
deferred costs (regulatory assets) through current period earnings in excess
of the utility’ s authorized return.

2 Commonweal th of Virginia ex rel. State Corp. Conmin, ex parte: |nvestigation
of Electric Uility Industry Restructuring- Virginia Electric and Power
Conpany, 1998 S.C.C. Ann. Rep’'t 322.
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1997 test year, on a jurisdictional basis. The Staff stated
that such return is sufficient to enable a wite-off of

$15, 468,000 in deferred capacity costs as part of the $220
mllion wite-off of regulatory assets agreed to in the
Stipulation adopted in Case No. PUE960296. Staff subsequently
revised its calculation of the return on equity for the Conpany
to 11.02% resulting in increasing the reconmended wite-off to
$17, 443, 000.

Virginia Power filed a response to the report of the
Comm ssion Staff on August 31, 1999. The Conpany stated it
woul d agree to accept the Staff’s recommendation that it wite
of f approximately $17.4 million in regulatory assets for 1997,
subject to certain qualifications, including that future
earnings test filed pursuant to the Stipulation will apply the
sane net hodol ogy and conparabl e adj ust nents adopted by the
Conmmi ssion in Case No. PUE920041.

NOW THE COW SSI ON, upon consideration of the Staff’s
report and Virginia Power’s response, is of the opinion and
finds that a ruling on the recommendati on contained in the Staff
report, as revised, and the Conpany’ s agreenent to accept the
recommendation for the wite-off of $17,443,000, should not be
made at this tinme. W wll not bind the Comm ssion, our Staff,
or Virginia Power by ruling on issues relative to the Conpany’s

annual earnings test prior to the earnings test for the twelve



nmont hs endi ng Decenber 31, 2001, the final such period under the
Stipulation. By deferring a final ruling in this matter until
the end of the Stipulation period, we wll ensure that the

Comm ssion retains the ability to consider all issues that wll
arise during the period of transition to custonmer choice in
retail electric service that may affect the Conpany’s earnings
and its ability to wite off regulatory assets. Accordingly,

| T 1S ORDERED:

(1) The Comm ssion will defer ruling on all issues
relative to Virginia Power's earnings, including the Staff’s
recomrendation for a wite-off of $17,443,000 in regul atory
assets and the Conpany's agreenent to accept the recomended
wite-off subject to certain provisions, until the final
earnings test under the Stipulation for cal endar year 2001.

(2) This matter shall remain on the Comm ssion s docket of

pendi ng proceedi ngs.



